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Northampton  State  Hospital 
P.O.  Box  389 

Northampton,  Massachusetts  01061 

We  have  audited  the  Northampton  State  Hospital's  financial  statements  for 
the  fiscal  year  ended  June  30,  1987,  as  listed  in  the  Table  of  Contents. 
These  financial  statements  are  the  responsibility  of  the  agency's  management. 
Our  responsibility  is  to  express  an  opinion  on  these  financial  statements 
based  on  our  audit. 

Except  as  discussed  in  the  fourth  paragraph,  we  conducted  our  audit  in 
accordance  with  generally  accepted  government  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable 
assurance  about  whether  the  financial  statements  are  free  of  material  misstate- 
ment. An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presenta- 
tion.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  the  Notes  to  Financial  Statements,  No.  1  (page  17),  the 
Northampton  State  Hospital's  records  are  maintained  on  a  basis  of  accounting 
prescribed  by  the  Commonwealth  of  Massachusetts.  This  basis  differs  in 
certain'  respects  from  generally  accepted  accounting  principles.  Accordingly, 
the     accompanying     financial     statements     are    not     intended     to     present  the 
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hospital's  results  of  operations  in  conformity  with  generally  accepted 
accounting  principles. 

We  did  not  examine  the  hospital's  financial  transactions  for  the  period 
July  1,   1985  to  June  30,    1986  (see  Supplementary  Information,  No.   2,  page  21). 

In  our  opinion,  except  for  the  effects,  if  any,  of  the  matter  referred  to 
in  the  preceding  paragraph,  the  financial  statements  referred  to  in  the  first 
paragraph  above  present  fairly,  in  all  material  respects,  the  financial 
activities  of  the  Northampton  State  Hospital  for  the  fiscal  year  then  ended  in 
conformity  with  the  basis  of  accounting  prescribed  by  the  Commonwealth  of 
Massachusetts.  The  tested  items  complied  with  applicable  laws  and  regula- 
tions, and  our  audit  procedures  revealed  nothing  that  caused  us  to  believe 
that  the  untested  items  did  not  comply  with  applicable  laws  and  regulations. 

Our  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the 
financial  statements  taken  as  a  whole.  Supplementary  Schedules  No.  I  and  II 
(pages  19  and  20)  are  presented  for  purposes  of  additional  analysis  and  are 
not  a  required  part  of  the  financial  statements.  Such  information  has  been 
subjected  to  the  auditing  procedures  applied  in  the  examination  of  the 
financial  statements  and,  in  our  opinion,  is  fairly  stated  in  all  material 
respects  in  relation  to  the  financial  statements  taken  as  a  whole. 


March  31,  1988 
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REPORT  ON  ADEQUACY  OF  INTERNAL  CONTROL  SYSTEM 

We  have  examined  the  financial  statements  of  the  Northampton  State 
Hospital  for  the  fiscal  year  ended  June  30,  1987,  and  have  issued  our  report 
thereon  dated  March  31,  1988.  As  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  system  of  internal  accounting  control  of  the  Northampton 
State  Hospital  to  the  extent  we  considered  necessary  to  evaluate  the  system  as 
required  by  generally  accepted  government  auditing  standards.  For  the  purpose 
of  this  report,  we  have  classified  the  significant  internal  accounting  con- 
trols in  the  following  categories: 

Cash  receipts  and  disbursements 

Expenditures 

Payroll 

Property  and  equipment 
Our  study  and  evaluation  included  all  of  the  control  categories  listed  above. 

The  purpose  of  our  study  and  evaluation  was  to  determine  the  nature,  tim- 
ing, and  extent  of  the  auditing  procedures  necessary  for  expressing  an  opinion 
on  the  hospital's  financial  statements.  Our  study  and  evaluation  was  more 
limited  than  would  be  necessary  to  express  an  opinion  on  the  internal  account- 
ing control  system  taken  as  a  whole  or  on  any  of  the  categories  of  control 
identified  above. 

The  management  of  the  Northampton  State  Hospital  is  responsible  for  estab- 
lishing and  maintaining  a  system  of  internal  accounting  control.  In  fulfil- 
ling this  responsibility,  management's  estimates  and  judgments  are  required  to 
assess  the  expected  benefits  and  related  costs  of  control  procedures.  The 
objectives  of  an  internal  accounting  control  system  are  to  provide  management 
with  reasonable,  but  not  absolute,  assurance  that  (1)  assets  are  safeguarded 
against  loss  from  unauthorized  use  or  disposition  and  (2)  transactions  are 
executed   in  accordance   with   management's   authorization   and    recorded  properly 
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to  permit  the  preparation  of  financial  statements  in  accordance  with  the 
Commonwealth's  accounting  system. 

Because  of  inherent  limitations  in  any  internal  accounting  control  system, 
errors  or  irregularities  may  nevertheless  occur  and  not  be  detected.  Also, 
projection  of  any  evaluation  of  the  system  to  future  periods  is  subject  to  the 
risk'  that  procedures  may  become  inadequate  because  conditions  may  change  or 
the  degree  of  compliance  with  the  procedures  may  deteriorate. 

Our  study  and  evaluation  of  the  Northampton  State  Hospital,  conducted  for 
the  limited  purpose  described  in  the  second  paragraph,  would  not  necessarily 
disclose  all  material  weaknesses  in  the  system.  Accordingly,  we  do  not  ex- 
press an  opinion  on  the  hospital's  system  of  internal  accounting  control  taken 
as  a  whole  or  on  any  of  the  categories  of  control  identified  in  the  first 
paragraph.  However,  our  study  and  evaluation  disclosed  certain  conditions 
that  we  believe  to  be  weaknesses  in  control  over  residents'  funds  and  inven- 
tory operations  (see  Audit  Results). 

This  report  is  intended  solely  for  the  use  of  management  and  the  Depart- 
ment of  Mental  Health.  This  restriction  is  not  intended  to  limit  the  distribu- 
tion of  this  report,  which  is  a  matter  of  public  record. 
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AUDIT  RESULTS 

1.     Inventory  Controls 

Our  prior  audit  report  (No.  86-263-1)  disclosed  that  the  hospital  lacked 
adequate  internal  controls  over  its  equipment  inventory: 

o    The  hospital  had  not  disposed  of  surplus  coal  valued  at  $350,000. 

o    Not  all  equipment  had  been  tagged. 

o    We  could  not  locate  38%  of  the  sampled  inventory  items. 

o    Updated   listings   of   inventory  were  not   prepared   for  the   annual  report 
filed  with  the  Comptroller's  Office. 

During  our  current  audit  we  verified  that  improvements  have  been  made  in 
two  areas  : 

o    The   surplus    coal   has    been   transferred    to   the   University   of  Massachu- 
setts. 

o    New  acquisitions  of  equipment  have  been  properly  tagged. 

Our  review  of  inventory  controls  found  that  improvements  were  still 
needed.  The  hospital  still  did  not  maintain  an  adequate  system  for  control- 
ling its  inventory  of  property  and  equipment.  Existing  inventory  records 
still  could  not  be  used  as  a  management  safeguard  against  theft  or  loss,  and 
the  hospital  still  had  not  established  clear  lines  of  responsibility  for  safe- 
guarding equipment  items. 

Since  the  hospital  did  not  have  one  office  responsible  for  inventory  con- 
trol, different  departments  were  responsible  for  different  portions  of  the 
inventory.  Our  review  of  the  hospital's  organization  found  that  responsi- 
bility for  inventorial  property  and  equipment  was  divided  among  Store  Room, 
Business  Office,  Maintenance  Department,  Care  Services,  and  Ancillary  Services 
personnel.  We  found  that  the  degree  of  control  varied  from  department  to 
department.  Since  some  departments  did  not  control  inventory  adequately, 
overall  inventory  control  was  inadequate. 
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Division  of  responsibility  was  a  major  factor  in  the  hospital's  incon- 
sistent approach  to  inventory  control.  Moreover,  the  hospital's  ability  to 
monitor  inventory  practices  has  been  adversely  affected  by  the  turnover  of  key 
personnel  and  the  shifting  of  staff  during  the  last  six  years. 

The  lack  of  centralized  inventory  control  was  evident  in  the  types  of 
discrepancies  we  noted  during  our  review: 

o  In  attempting  to  verify  a  sample  of  75  equipment  items,  we  were  initial- 
ly unable  to  locate  44  items,  or  59%  of  the  sample.  The  hospital,  when 
given  the  opportunity  to  find  the  missing  equipment,  located  24  of  the 
44  items.  The  missing  items  included  refrigerators,  chests  of  drawers, 
a  television,  a  vegetable  cutter,  and  an  opaque  projector. 

o  The  inventory  listing  was  not  up-to-date  and  had  not  been  verified  with 
a  complete  physical  inventory  since  1981.  The  locations  of  39  of  the 
55  tested  inventory  items  that  we  could  find  did  not  agree  with  the 
locations  reflected  on  the  inventory  listing. 

o  Although  the  hospital  has  procedures  for  monitoring  the  movement  of 
equipment,  these  procedures  were  not  consistently  adhered  to  by 
hospital  staff.  As  a  result,  personnel  who  were  responsible  for  the 
inventory  were  not  always  notified  of  equipment  movement. 

o  Hospital  staff  routinely  discarded  damaged  equipment  without  notifying 
appropriate  hospital  personnel. 

o  The  phasedown  of  hospital  operations,  mandated  by  a  1978  court  deci- 
sion, has  left  the  hospital  with  a  large  surplus  of  furniture  and 
obsolete  medical  equipment.  Proper  inventory  control  has  been  made 
difficult  and  cumbersome  by  the  burden  of  carrying  furnishings  and 
equipment  which  are  no  longer  required  for  hospital  operations. 

The  State  Comptroller  requires  all  spending  agencies  to  employ  appropriate 

techniques    to    control   physical   property   and    equipment.       Section    7.2    of  the 

Comptroller's  Policy  Manual  requires: 

o    The  physical  existence  of  fixed  assets  should  be  verified  at  least 
once  per  year  by  a  physical  inventory. 

o    Any   discrepancies    identified   through   the   annual    inventory  process 
should  be  resolved  by  an  appropriate  department  official. 

o    Appropriate    security   measures    should    be    established    to  safeguard 
property  from  theft  or  damage. 
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Part    I,    Section   VII   E,    of   the   Comptroller's   "Physical    Property  Inventory 

and  Control  Manual"  states,   in  part: 

Obsolete,  surplus,  or  damaged  equipment  no  longer  useful  to  the  as- 
signed unit,  department  or  agency  should  be  reported  to  the  State 
Purchasing  Agent  for  disposal. 

Because   the  hospital  did  not   follow  the   State  Comptroller's  requirements, 
valuable  property  and  equipment  could  be  vulnerable  to  theft  or  misplacement. 
Recommendations :     The  hospital  needs  to  gain  control  of  its  inventory.  To 


attain  this  objective  the  facility  should — 

1.  Delegate  responsibility  for  inventory  control  to  one  office  and  pro- 
vide sufficient  support  to  carry  out  that  responsibility. 

2.  Actively  attempt  to  locate  any  missing  items  and  update  the  inventory 
listing  accordingly. 

3.  Ensure  that  hospital  staff  properly  prepare  and  submit  to  appropriate 
personnel  transfer  forms  upon  the  movement  of  any  property  and  equip- 
ment . 

4.  Require  hospital  staff  to  notify  appropriate  personnel  of  any  damage 
to  property  and  equipment. 

5.  Separate  usable  from  unusable  property  and  equipment  and  contact  the 
State  Purchasing  Agent  to  arrange  for  the  disposal  of  unneeded 
inventory. 

Auditee's  Response: 

We    agree   with   your   recommendations   and   are   in   the   process   of  imple- 
menting a  single  point  of  Control  for  Inventory. 

2.     Residents'  Funds 

During  our  audit  at  Northampton  State  Hospital,  a  caseworker  was  convicted 
by  the  Northampton  Superior  Court  for  the  theft  of  approximately  $14,600  in 
residents'  funds.  The  court  order  required  the  caseworker  to  make  restitution 
to  the  residents  after  serving  a  one-year  sentence. 

Our  objectives  in  reviewing  the  case  were  (a)  to  determine  whether  the 
hospital's  existing  operating  procedures  may  have  contributed  to  making  the 
theft  possible  and  (b)  to  ascertain  what  steps  the  hospital  has  taken  to 
improve  controls  in  order  to  prevent  similar  thefts  from  occurring. 


88-263-1 


-8- 

The  means  by  which  the  theft  occurred  involved  both  forgery  and  the  un- 
authorized use  of  a  resident's  automatic  teller  card.  The  methods  used  by  the 
caseworker  in  the  theft  of  the  residents'   funds  were  as  follows: 

o  Forging  residents'  signatures  on  withdrawal  orders  (DMH  Form  A-137)  and 
withdrawing  funds  from  the  hospital's  Residents'  Fund  account; 

o  Forging  residents'  signature  on  checks  and  withdrawing  funds  from  the 
hospital's  Residents'  Fund  account; 

o  Forging  residents'  signatures  on  their  Social  Security  checks  and 
cashing  them;  and 

o  Requisitioning  a  resident's  automatic  teller  card  from  the  hospital's 
Treasurer's  Office  and  using  the  card  to  make  unauthorized  withdrawals 
from  the  resident's  checking  account. 

Prior   to   court   action   on   the   case,    the   DMH  district   office   conducted  an 

investigation    of    allegations    against    the    caseworker    at    the    request    of  the 

hospital's  former  chief  operating  officer.     The  report,  issued  March  18,  1987, 

recommended   that   "a   committee   be   established   to   revise   current  facility 

policy.       Policy    should    state    the    overall    goals    and    guidelines    related  to 

client   funds."      In   reference   to   the  manner   in  which  client   funds   were  being 

handled  by  the  hospital's  five  units,  the  report  stated: 

Currently,  each  unit  operates  under  its  own  set  of  procedures.  The 
individuals  involved  with  client  funds  varies  [sic]  and  may  include 
unit  nurses,  clinicians  and  direct  care  staff.  In  one  instance,  staff 
indicated  a  reluctance  to  work  or  deal  with  client  funds  because  of 
this  responsibility  being  outside  of  their  current  function  or  role. 
Another  staff  person  felt  very  comfortable  with  the  responsibility 
primarily  because  of  the  safeguards  built  into  the  unit  procedures  and 
the  time  provided  her  to  work  on  documenting  daily  transactions. 

Regarding  the  handling  of  clients'   checks,  the  report  stated: 

Clarification  regarding  the  process  for  clients  receiving  checks  from 
community  agencies  needs  to  be  in  place.  In  some  cases,  checks  are 
sent  to  the  Treasurer's  Office,  while  in  other  cases,  they  have  gone  to 
the  clinician. 

The  DMH  district  office's  report  concludes: 

There  does  not  appear  to  be  any  mechanism  in  place,  facility  wide,  that 
would  allow  for  an  immediate  and  accurate  accounting  of  client  funds. 
Although  procedures  exist,  they  must  be  fully  detailed  and  periodic 
review  or  auditing  should  occur  to  ensure  that  procedures  are  being 
followed.  This  applies  to  both  the  Treasurer's  Office  as  well  as  the 
units . 
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In  an  effort  to  comply  with  the  recommendations  of  the  DMH  district 
office's  report,  the  former  chief  operating  officer  sent  a  memorandum  to  one 
of  his  administrators.  This  memorandum  requested  that  a  committee  be  formed 
with  the  "goal  of  designing  a  consistent,  unified,  hospi tal -wide  policy 
regarding  the  handling  of  patient's  [sic]  funds  from  the  Treasurer's  Office  to 
the  units  and  vice  versa."  A  report  with  recommendations  was  to  be  submitted 
to  the  chief  operating  officer  by  May  1,  1987.  We  inquired  about  this  report 
and  found  that  it  had  never  been  submitted.  The  only  report  we  could  find  was 
a  three-page,  handwritten  draft  submitted  to  the  committee  by  the  assistant 
treasurer.  Furthermore,  we  found  that  responsibility  for  this  project  had 
been  delegated  to  lower  and  lower  levels  of  the  hospital  administration.  As  a 
result,  little,  if  anything,  was  accomplished  to  improve  hospital-wide  poli- 
cies, procedures,  and  controls  for  residents'  funds. 

Although  acts   of   forgery  are   often  difficult   to  detect,   we   believe  that 

the  hospital  could  have  prevented  the  theft   from  occurring  by  more  diligently 

adhering    to    existing    policies    and    prescribed    procedures    and    by  initiating 

improvements  in  the  units'   controls  over  residents'    funds.     Our  review  of  the 

case,   the  hospital's  operating  procedures,   and  the  hospital's   follow-up  on  the 

DMH  district  office's  report  disclosed  the  following: 

o  The  requisition  form  used  by  the  caseworker  to  obtain  the  automatic 
teller  card  from  the  Treasurer's  Office  reflected  only  the  caseworker's 
signature.  It  did  not  include  the  resident's  signature,  nor  did  it 
reflect  an  approval  signature  by  the  Treasurer's  Office.  Our  prior 
audit  (No.  86-263-1)  disclosed  that  a  high  percentage  of  the  withdrawal 
forms  tested  (Form  A-136  is  used  to  withdraw  residents'  valuables,  and 
Form  A-137  is  used  to  withdraw  residents'  cash)  did  not  contain  all  of 
the  authorizations  required  by  DMH  regulations  and,  thus,  there  was  the 
potential  for  the  theft  of  residents'  funds.  Based  on  a  random  sample 
of  Residents'  Fund  disbursements,  our  current  audit  found  that  25%  of 
the  withdrawal  slips  lacked  either  hospital  or  resident  approval  signa- 
tures. This  lack  of  approval  led  directly  to  the  theft  of  the  resi- 
dents' funds.  In  the  present  case,  had  the  resident  been  aware  that 
his  automatic  teller  card  was  in  the  caseworker's  possession,  he  could 
have  raised  questions  that  might  have  deterred  the  caseworker  from 
using  the  card  to  withdraw  funds  from  the  resident's  bank  account. 
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o  The  Treasurer's  Office  was  not  aware  that  the  two  residents  whose 
Social  Security  checks  were  fraudulently  cashed  were  receiving  these 
funds.  Adequate  screening  techniques  at  the  time  of  the  residents' 
admission  should  have  disclosed  this  source  of  funds.  Knowing  of  this 
income  and  routing  the  checks  to  the  Treasurer's  Office  would  have 
prevented  their  theft. 

o  The  DMH  district  office's  investigation  indicated  that  the  hospital's 
Westfield  unit  had  an  excellent  system  in  place  for  controlling 
clients'  funds.  This  unit  kept  clients'  funds  in  a  locked  box  and 
maintained  ledger  cards  showing  each  resident's  cash  balance  on  an 
ongoing  basis.  At  least  once  each  day,  the  contents  of  the  cash  box 
were  reconciled  to  the  ledger  card  balances.  Although  this  system 
appeared  to  work  well,  we  could  find  no  evidence  that  hospital 
administrators  attempted  to  standardize  this  procedure  throughout  the 
units.  On  the  contrary,  we  noted  the  same  control  inconsistencies 
among  the  units  as  those  disclosed  in  the  DMH  district  office's  report. 
We  believe  that  had  there  been  adequate  monitoring  of  clients'  funds  at 
the  units  involved,  the  theft  could  not  have  taken  place. 

As  we  noted  earlier  in  this  report,  the  Northampton  Superior  Court  ordered 
the  caseworker  to  make  restitution  to  the  residents  upon  her  release.  In  the 
best  of  circumstances,  the  residents  will  have  to  wait  a  lengthy  time  for 
their  money.  On  the  other  hand,  it  is  possible  that  restitution  cannot  be 
made.  As  of  March  31,  1988,  the  hospital  had  made  no  attempt  to  recover 
residents'  losses  through  its  bonding  company.  In  the  event  residents'  funds 
are  not  covered  under  the  bond,  partial  recovery  may  be  possible  from  the 
residents'  banks  since  banks  are  responsible  for  their  customers'  signatures. 
Our  analysis  of  source  documents  returned  by  the  Northwestern  District 
Attorney's  Office  disclosed  that  forged  checks  totalled  $4,876.89.  This 
amount  does  not  include  the  forged  Social  Security  checks,  which  may  also  be 
recoverable.  In  other  instances  of  theft  of  residents'  funds,  other  institu- 
tions have  submitted  requests  for  special  appropriations  to  cover  losses  to 
their  residents. 

It    is   apparent  both  from  the  DMH  district  office's  investigation  and  from 
.  our   review   that   operating   procedures   were   neither   clearly   defined   nor  stand- 
ardized by  the  hospital.      This   condition  resulted   in  the  following  inadequate 
internal  controls: 


88-263-1 


-11- 

o  Lack  of  clearly  defined,  standardized  procedures  allowed  an  environment 
in  which  residents'  funds  were  disbursed  without  proper  authorization. 

o  Lack  of  clearly  defined,  standardized  procedures  allowed  residents' 
income  (Social  Security)  to  be  misappropriated. 

o  Lack  of  clearly  defined,  standardized  procedures  allowed  control  incon- 
sistencies among  the  units — inconsistencies  which  precluded  an  adequate 
monitoring  of  the  balances  of  residents'  funds. 

The  hospital's  actual  operating  procedures  did  not  ensure  adequate  inter- 
nal control  over  the  residents'  funds.  This  lack  of  adequate  control  contrib- 
uted to  making  the  theft  possible.  Our  prior  audit  and  the  DMH  district 
office's  investigation  identified  areas  of  inadequate  internal  control  and 
made  recommendations  for  correcting  them,  but  the  hospital  did  not  take  the 
steps  necessary  to  improve  controls.  The  changes  in  management,  the  shifting 
of  personnel  assignments,  and  the  delegation  of  essential  functions  in 
conjunction  with  the  phasedown  of  operations  at  the  hospital  have  contributed 
significantly  to  the  issues  listed  above.  Until  these  inadequate  internal 
controls  are  addressed  by  hospital  management,  the  potential  for  misappropria- 
tion of  residents'  funds  will  continue  to  exist. 

Recommendations :  Hospital  management  needs  to  take  immediate  steps  to 
ensure  that  better  controls  over  the  receipt  and  disbursement  of  residents' 
funds  are  instituted  and  that  residents'  valuables  are  properly  protected: 

1.  All  units  of  the  hospital  should  be  required  to  prepare  a  fully 
authorized  disbursement  request  form  (DMH  Form  A-137  for  cash  and  DMH 
Form  A-136  for  valuables)  before  it  is  presented  to  the  Treasurer's 
Office.     The  form  should  also  include  the  request  date. 

2.  Treasurer's  Office  personnel  should  be  required  to  process  disburse- 
ment forms  only  upon  full  authorization.  This  authorization  should 
include  the  resident's  signature  on  each  receipt  for  cash  or  valuables. 

3.  Authorized  Treasurer's  Office  personnel  should  be  required  to  sign  all 
disbursement  forms. 

A.  Adequate  screening  techniques  should  be  utilized  for  new  residents  so 
that  the  appropriate  hospital  personnel  will  be  aware  of  the  types  of 
checks  or  other  income  each  resident  is  expected  to  receive. 
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5.  All  incoming  resident  checks  and  applications  for  Social  Security 
benefits  should  be  processed  through  the  Treasurer's  Office. 

6.  Workable  procedures  for  controlling  residents'  funds  in  the  hospital's 
units  should  be  developed  or  otherwise  defined,  and  these  procedures 
should  be  standardized  throughout  the  units. 

7.  The  hospital's  management  should  investigate  the  possibility  of 
recovering  some  or  all  of  the  residents'  funds  that  were  lost  as  a 
result  of  the  theft.  The  options  that  could  be  explored  include 
recovery  from  the  bonding  company  and  recovery  from  the  banks. 

Auditee's  Response; 

We  agree  with  your  recommendations.  A  committee,  chaired  by  the 
Director  of  Core  and  Administrative  Services,  has  been  meeting  weekly 
to  work  out  policy,  procedure,  and  an  implementation  schedule. 
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FINANCIAL  STATEMENTS 


Statement  No.  I 


Statement  of  Expenditures  under  Appropriation 
and  Receipts  Account  of  Income 

Fiscal  Year  Ended  June  30,  1987 


1987 

Appropriation  (Account  No.  5095-0000) 

$12 

870,720 

Disbursements 

$12 

468,869 

Encumbrances 

383,167 

Expenditures 

$12 

852,036 

Reverted 

18,684 

Receipts  Account  of  Income 


Analysis  of  Expenditures: 


Salaries,  Permanent 

$  8, 

560,089 

Salaries,  Other 

931,112 

Services  -  Nonemployees 

143,758 

Food  for  Persons 

381,483 

Clothing 

12,239 

Housekeeping  Supplies  and  Expenses 

40,437 

Laboratory  and  Medical  Supplies 

and  Expenses  and  General  Care 

1, 

751,652 

Heat  and  Other  Plant  Operations 

564,151 

Farm  and  Grounds 

2,028 

Travel  and  Automotive  Expenses 

22,379 

Advertising  and  Printing 

8,572 

Maintenance  -  Repairs,  Replacements, 

and  Alterations 

172,429 

Special  Supplies  and  Expenses 

40,735 

Office  and  Administrative  Expenses 

152,499 

Equipment 

36,353 

Rentals 

32,120 

$12, 

852.036 

Analysis  of  Receipts  Account  of  Income; 
Blue  Cross/Blue  Shield 
Third-Party  Reimbursements 
Direct  Resident  Payments 
Rents 

Retained  Receipts 
Miscellaneous 


$110,407 
2,556 
21,550 
1,616 
23,738 
10,419 
$170.286 


The  accompanying  notes  are  an  integral 
part  of  these  financial  statements. 
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Statement  No.  II 

Comparative  Statement  of  Budget  and  Actual  Expenditures 
under  Appropriation  and  Receipts  Account  of  Income 

Fiscal  Year  Ended  June  30,  1987 

Actual 
(Under)/Over 
Budget  Actual  Budget 

Appropriation 

(Account  No.  5095-0000)  $12,870,720      $12.870.720  - 

Analysis  of  Expenditures: 

Salaries,  Permanent  $  8,566,106      $  8,560,089        $  (6,017) 

Salaries,  Other  931,405             931,112  (293) 

Services  -  Nonemployees  143,793             143,758  (35) 

Food  for  Persons  381,552             381,483  (69) 

Clothing  12,268               12,239  (29) 
Housekeeping  Supplies 

and  Expenses  40,595               40,437  (157) 
Laboratory  and  Medical 
Supplies  and  Expenses 

and  General  Care  1,751,927          1,751,652  (275) 

Heat  and  Other  Plant 

Operations  564,206             564,151  (55) 

Farm  and  Grounds  2,034                 2,028  (6) 

Travel  and  Automotive 

Expenses  22,400               22,379  (21) 

Advertising  and  Printing  8,937                 8,572  (366) 

Maintenance  -  Repairs,  Re- 
placements, and  Alterations  183,790             172,429  (11,361) 

Special  Supplies  and 

Expenses  40,735  40,735 

Office  and  Administrative 

Expenses  152,499  152,499 

Equipment  36,353  36,353 

Rentals  32,120               32,120  - 

$12.870.72(J     $l2.852.03g  $(18.684) 


Analysis  of  Receipts  Account  of  Income: 

Blue  Cross/Blue  Shield  $124,874  $110,407  $(14,467) 

Third-Party  Reimbursements  694  2,556  1,862 

Direct  Resident  Payments  45,843  21,550  (24,293) 

Rents  -  1,616  1,616 

Retained  Receipts  -  23,738  23,738 

Miscellaneous  7,000  10,419  3,419 

$178.411  $170.286  $  (8.125) 


The  accompanying  notes  are  an  integral 
part  of  these  financial  statements. 
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Statement  No.  Ill 
Statement  of  Change  in  Financial  Position 
July  1,   1986  to  June  30,  1987 


Cash  Balance,  July  1,   1986  $  65,712 

Sources  of  Funds: 

State  Appropriations: 
Maintenance  Account  - 
Appropriation  Account 

No.  5095-0000  $12,870,720 
Northampton  Hospital 
Furniture  Account  - 
Appropriation  Account 

No.  5199-0100  60,913 
Central  Office  Bed  Furniture 
Account  -  Appropriation 

Account  No.  5090-1010   2,148  $12,933,781 

State  Income  170,286 
Trust  and  Agency  Accounts: 

State  Funds  -  Vendor 

Performance  Deposits  - 

Residents'  Fund  $195,130 

Canteen  Fund  166,035 

Henry  J.  Grisey  Fund  195 

Elizabeth  B.  Cowan  Fund  132 

Lillian  Willette  Fund  240 

Fred  B.  Kelly  Fund   43  361,775  13,465,842 

Total  Source  of  Funds  $13,531,554 

Uses  of  Funds: 

Expenditures  under  Appropriation: 

Maintenance  Account  $12,852,036 
Unencumbered  Balance  Reverted 
to  the  Commonwealth  General 

Fund  18,684  ' 

Northampton  Hospital  Furniture 

Account  28,500 
Central  Office  Bed  Furniture 

Account  2,148 
State  Income  Transferred  to 

State  Treasurer  170,286  $13,071,654 

Trust  and  Agency  Accounts: 
State  Funds  -  Vendor 

Performance  Deposits  - 
Residents'  Fund  $199,218 
Canteen  Fund  165,519 
Henry  J.  Grisey  Fund  1,520 
Elizabeth  B.  Cowan  Fund  2,134 
Lillian  Willette  Fund 

Fred  B.  Kelly  Fund  -  368,391  13,440,045 

Cash  Balance,  June  30,   1987  $  91.509 


The  accompanying  notes  are  an  integral 
part  of  these  financial  statements. 
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Statement  No.  IV 


Statement  of  Other  Appropriations 
July  1,   1986  to  June  30,  1987 


Account 
Number 


Appropriation 


5199-0100      Northampton  Hospital 
Furniture  Account 


Amount 

Appropriated  Disbursements  Encumbrances  Reserved 


5090-1010      Central  Office  Bed 
Furniture  Account 


$2.1A8 


The  accompanying  notes  are  an  integral 
part  of  these  financial  statements. 
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NOTES  TO  FINANCIAL  STATEMENTS 

1.     Significant  Accounting  Policies 

According  to  Chapter  7A,  Section  7,  of  the  General  Laws,  as  amended,  the 
State  Comptroller  is  responsible  for  the  Commonwealth  of  Massachusetts' 
accounting  system.  The  Comptroller  establishes  and  maintains  funds  as  authori- 
zed or  mandated  by  the  various  provisions  of  the  General  Laws.  The  State 
Treasurer,  a  constitutional  officer,  has  custody  of  and  manages  the  Common- 
wealth's cash  and  investments. 

The  financial  statements  in  this  report  refer  to  specific  accounts  within 
the  Commonwealth's  fund  structure.  The  Northampton  State  Hospital  is  required 
to  follow  the  accounting  and  financial  reporting  policies  prescribed  by  the 
Commonwealth.  These  policies  differ  in  certain  respects  from  generally 
accepted  accounting  principles  as  applicable  to  governmental  units.  The 
following  is  a  summary  of  the  Commonwealth's  significant  policies  as  they 
pertain  to  the  hospital. 

Basis  of  Accounting:  The  Northampton  State  Hospital  uses  a  limited  accrual 
basis  of  accounting.  Receipts  are  recognized  when  received,  and  expenditures, 
with  the  exception  of  year-end  encumbrances,  are  recorded  on  a  cash  basis.  At 
the  close  of  the  fiscal  year,  all  encumbrances  (expenditure  commitments) 
against  maintenance  appropriation  accounts  are  recorded  as  expenditures.  The 
State  Comptroller  considers  these  encumbrances  as  accounts  payable,  which,  if 
not  expended,  will  revert  to  the  Commonwealth  on  December  31. 

The  Commonwealth's  accounting  system  requires  state  agencies  to  expense, 
rather  than  capitalize,  purchases  of  fixed  assets. 
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2 .     Pending  and  Settled  Litigation 

Legal  counsel  for  the  Northampton  State  Hospital  indicated  that  six  law- 
suits were  pending  against  the  hospital  as  of  February  23,  1988.  In  the 
opinion  of  the  legal  counsel,  it  is  doubtful  whether  any  of  this  litigation 
will  result  in  favorable  judgment  for  the  plaintiffs.  In  the  event  any  court 
decisions  result  in  awards  for  the  plaintiffs,  payment  will  be  made  from  the 
State  General  Fund,  and  the  hospital's  financial  statements  will  be  unaffected. 

Legal  counsel  also  reported  that  two  major  lawsuits  were  settled  in  1987 
and  were  paid  for  by  supplemental  budget  requests.  In  both  instances,  it  was 
agreed  that  the  amount  of  the  awards  was  not  to  be  disclosed. 
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SUPPLEMENTARY  SCHEDULES 


Schedule  No.  I 


Status  of  Fiscal 

Year  1986  Accounts 

Payable 

July  1,  1986 

to  December  31,  1986 

Appropriation  Account  No.  5195-0100 

Accounts  Payable 

Balances 

Subsidiary  Accounts 

7/1/86 

Expenditures 

Reverted 

Salaries,  Permanent 

$  15,640 

$  13,676 

$  1,964 

Salaries,  Other 

9,955 

3  ,338 

6,617 

Services  -  Nonemployees 

423,658 

411 ,675 

11 ,983 

Food  for  Persons 

,  D  Jo 

1  /.    /.  n  1 
i  ^ , 4U J 

233 

Clothing 

1,042 

957 

85 

Housekeeping  Supplies  and  Expenses 

848 

848 

— 

Laboratory  and  Medical  Supplies 

and  Expenses  and  General  Care 

12,061 

12,013 

Heat  and  Other  Plant  Operations 

80,913 

79,934 

979 

Farm  and  Grounds 

764 

733 

31 

Travel  and  Automotive  Expenses 

4,622 

4,247 

375 

Advertising  and  Printing 

766 

666 

100 

Maintenance  -  Repairs,  Replacements 

and  Alterations 

28,096 

28,013 

83 

Special  Supplies  and  Expenses 

2,547 

212 

2,335 

Office  and  Administrative  Expenses 

27,771 

27,771 

Equipment 

3,243 

3,243 

Rentals 

37 

37 

Totals 

$626,599 

$601 ,729 

$24,870 
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Schedule  No.  II 
Status  of  Fiscal  Year  1987  Accounts  Payable 
July  1,   1987  to  December  31,  1987 

Appropriation  Account  No.  5095-0000 

Accounts  Payable 
Balances 

Subsidiary  Accounts   7/1/87   Expenditures  Reverted 


Salaries,  Permanent 

$  5,000 

$  5,000 

Salaries,  Other 

Services  -  Nonemployees 

32,779 

13,338 

$19, 

441 

Food  for  Persons 

9,837 

6,065 

3, 

772 

Clothing 

443 

443 

Housekeeping  Supplies  and  Expenses 

4,332 

2,817 

1, 

515 

Laboratory  and  Medical  Supplies 

and  Expenses  and  General  Care 

201,485 

160,421 

064 

Heat  and  Other  Plant  Operations 

33,078 

23,221 

9, 

857 

Travel  and  Automotive  Expenses 

946 

600 

346 

Advertising  and  Printing 

2,776 

672 

2, 

104 

Maintenance  -  Repairs,  Replacements, 

and  Alterations 

47,580 

42,855 

^, 

725 

Special  Supplies  and  Expenses 

5,374 

2,629 

2, 

745 

Office  and  Administrative  Expenses 

14,860 

13, 128 

1, 

732 

Equipment 

13,549 

13,229 

320 

Rentals 

11,128 

5,093 

6, 

035 

Totals 

$383,167 

$289,511 

^93, 

656 
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SUPPLEMENTARY  INFORMATION 

1 .  Audit  Review 

At  the  conclusion  of  this  audit,  a  draft  of  this  report  was  reviewed  with 
the  following  individuals:  Helen  M.  Houston,  Chief  Operating  Officer;  Richard 
Goicoechea,  Director,  Core  and  Administrative  Services;  George  Haller, 
Ancillary  Services  Manager;  and  Cecile  Blais,  Treasurer. 

2.  Unaudited  Cash  Balances  -  July  1.  1986 

The  financial  transactions  of  the  Northampton  State  Hospital  were  not 
examined  for  the  period  July  1,  1985  to  June  30,  1986.  Therefore,  we  did  not 
determine  the  accuracy  of  the  hospital's  cash  balances  as  of  July  1,  1986. 

3.  Accounts  Payable 

As  described  in  Notes  to  Financial  Statements  No.  1,  encumbrances  out- 
standing at  year-end  for  lapsing  appropriations  are  recorded  as  expenditures  at 
year-end  and  are  reported  as  accounts  payable  by  the  State  Comptroller.  Chap- 
ter 29,  Section  13,  of  the  Massachusetts  General  Laws  requires  the  Comptroller 
to  encumber  (reserve)  that  portion  of  appropriated  monies  representing  encum- 
brances outstanding  for  ordinary  maintenance  at  the  close  of  the  fiscal  year. 
The  liquidation  or  payment  of  accounts  payable  shall  be  in  the  four  months 
immediately  succeeding  the  fiscal  year  and,  if  necessary,  may  be  extended, 
prior  to  the  close  of  the  four  months,  for  an  additional  two  months,  provided, 
however,  that  a  written  request  and  approval  is  furnished  to  the  Comptroller. 
Schedule  No.  I  discloses  the  financial  disposition  of  encumbrances  outstanding 
(accounts  payable)  for  the  fiscal  year  ended  1986.  Schedule  No.  II  discloses 
the  status  of  encumbrances  outstanding  for  the  fiscal  year  ended  1987  as  of 
December  31,  1987. 
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A.     Corrective  Action  Taken  on  Prior  Audit  Results 

The  prior  audit  report  (No.  86-263-1)  disclosed  that  the  hospital  did  not 
maintain  adequate  internal  controls  over  the  following  areas: 

a.  residents'  funds 

b.  surplus  coal  inventory 

c.  property  and  equipment  inventory 

a.  Our  follow-up  found  that  the  hospital  made  little  improvement  in  Its 
controls  over  Residents'  Fund  disbursements  (see  Audit  Results,  No.  2).  We 
noted  that  required  signatures  were  omitted  from  25%  of  the  disbursement  forms 
we  tested.  The  hospital  has  not  implemented  a  unified,  hospital-wide  policy 
for  handling  residents'  funds  in  the  units.  Moreover,  duties  have  not  been 
segregated  for  the  cash  receipt  and  accounting  functions  for  residents'  funds. 

b.  The  surplus  coal  inventory  has  been  transferred  to  the  University  of 
Massachusetts. 

c.  Although  improvements  have  been  made  in  tagging  furniture  and  equip- 
ment, the  lack  of  proper  control  over  inventory  continued  to  pose  problems  for 
the  hospital  (see  Audit  Results,  No.  1).  Inventorial  items  were  difficult  to 
locate  and  verify  because  movement  of  property  and  equipment  was  not  consist- 
ently reported  to  personnel  responsible  for  the  inventory.  Furthermore, 
responsibility  for  inventory  control  was  divided  among  several  offices  rather 
than  being  the  responsibility  of  one  office. 

5.     Subsequent  Events 

On  January  18,  1988,  Ms.  Helen  M.  Houston  was  appointed  to  the  position  of 
Chief  Operating  Officer,  succeeding  Mr.  Richard  Goicoechea,  who  had  held  that 
position  on  an  interim  basis  since  September  1987. 

As  a  result  of  legislation  mandating  the  split  of  the  Department  of  Mental 
Health,  the  existing  board  of  trustees  was  dissolved  on  December  31,  1987. 
According  to  regulations,  this  board  will  be  replaced  by  a  fifteen-member  board 
which  will  include  representatives  from  each  area  board  served  by  the  hospital. 
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ORGANIZATION 

The  Northampton  State  Hospital  is  under  the  control  of  the  Department  of 
Mental  Health  by  authority  of  Section  14A  of  Chapter  19  of  the  General  Laws,  as 
amended.     As  of  June  30,   1987,  the  hospital  was  organized  as  follows: 

Board  of  Trustees 


Note :  Above  trustees'  terms  expired  as  of  December  31,  1987.  Fifteen  (15)  new 
trustees  will  be  appointed  at  a  future  date  (see  Supplementary  Informa- 
tion, No.  5,  page  22). 

Hospital  Officers 

Appointed 

Chief  Operating  Officer: 

Helen  M.  Houston,  M.S.,  M.P.A.  January  18,  1988 

Director,  Core  and  Administrative  Services: 

Richard  Goicoechea  September  18,  1987 


Treasurer : 
Cecile  Blais 

Ancillary  Services  Manager: 
George  Haller 


James  Cahillane,  Chairman 
384  South  Street 
Northampton,  MA  01060 

Mrs.  Grace  LaMontagne 
60  Elizabeth  Street 
Northampton,  MA  01060 

Ms.  Anne  Jeanne  Lardner 
175  Amity  Street 
Amherst,  MA  01002 

Mr.  Luis-Orlando  Isaza 
786  Dwight  Street 
P.O.  Box  6293 
Holyoke,  MA  01041 

Mr.  Louis  Fuentes 
217  Aubinwood  Road 
Amherst,  MA  01002 


June  28,  1985 
August  19,  1979 


Steward  (Fiscal  Officer  IV): 
Richard  Gold 


December  2,  1973 
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The  Northampton  State  Hospital  was  established  in  1857  for  the  care,  con- 
trol, and  treatment  of  insane  persons  and  persons  addicted  to  the  intemperate 
use  of  narcotics  or  stimulants.  The  hospital  has  also  been  used  to  care  for 
mentally  retarded  persons  and  patients  with  various  emotional  and  mental 
disorders . 

The  hospital  is  currently  under  the  control  of  District  I  of  the  Department 
of  Mental  Health,  which  has  been  under  federal  court  order  since  December  1978 
to  reduce  the  patient  population  of  the  hospital  by  providing  wider  community- 
oriented  facilities  for  individuals  needing  such  services. 

The  Northampton  State  Hospital  is  located  in  the  city  of  Northampton  on  494 
acres  of  land  owned  by  the  Commonwealth.  The  land  has  an  assessed  valuation  of 
$5,157,710.  The  hospital  buildings,  owned  by  the  Commonwealth,  have  an  asses- 
sed valuation  of  $27,804,510. 

Positions  Bonded 


All  employees  are  bonded  under  a  blanket  bond  of  the  Department  of  Mental 
Health  in  the  amount  of  $500,000. 


